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A Challenge to Mortgage Lenders 


When the RFC withdrew from the G.I. market, a special MBA committee was appointed by President Hollyday to consider 
the implications of the situation and, following a conference with a group of representative life insurance company officials, 
James W. Rouse was requested to prepare the following to which you are earnestly requested to give your serious attention. 


HE removal of the RFC from the 

market for veterans loans can be 
an uninvited blessing to the mortgage 
business. 

It cuts away the insulation which 
has protected us from our responsibili- 
ties. It closes the door to the easy way 
out from loans which should not have 
been made, and it makes a “must” for 
the mortgage business of every loan 
which should be made. It throws free 
enterprise system to its own resources 
and hands it a challenge to succeed. 

The action of Congress was abrupt 
and unexpected. It comes at a time 
when the market for veterans loans is 
sensitive and uncertain. It opens a gap 
in the Veterans Home Loan Program 
of far greater significance than would 
be indicated by the volume of loans 
actually sold to the RFC. 

There are communities in the coun- 
try in which the availability of funds 
was almost wholly dependent upon the 
ability of lenders to sell to the RFC. 


To many lenders, particulariy small 
banks and mortgage companies, the 
RFC purchase plan, though seldom 
used perhaps, was nevertheless a con- 
tinuing assurance of liquidity which 
permitted them to invest more exten- 
sively in veterans loans than will now 
be possible. Many building and loan 
associations which participated heavily 
in the program have exhausted their 
funds, and were depending upon future 
sales to the RFC to continue their 
activities. 

The removal of the RFC from the 
secondary market will, temporarily at 
least, result in a marked reduction in 
the effectiveness of the program, be- 
cause the RFC has protected mortgage 
lenders from the full impact of their 
responsibilities. 

In some instances it has protected us 
from the responsibility for sound under- 
writing by providing an easy way out 
from unsound loans. It has also pro- 
tected us from the responsibility for 


finding a way to make sound loans by 
holding a source of funds readily avail- 
able. 

There should be no sympathy for the 
difficulties which the loss of the RFC 
market occasions for the irresponsible 
lender who was making loans which 
should not have been made. But we 
are closing our eyes to a responsibility, 
national in its scope and fundamental 
in its implications, if we fail to be 
concerned about the inability of vet- 
erans to get eligible loans simply be- 
cause RFC funds or facilities are now 
unavailable. 

The Veterans Home Loan Program 
is something more than another plan 
to assist the lender in finding sound 
investment for his funds. Its purpose 
is to help solve a national housing 
problem—to solve it through the fa- 
cilities of our free enterprise system— 
to solve it by meeting the financing 
needs of the veteran without impairing 


(Continued next page) 





individuals and organizations. 


correspondent view point. 





SPECIAL VETERANS LOANS ISSUE 


Ending of the G.I. secondary loan market by congressional action has focussed close attention on the future 
of this phase of mortgage financing. It is too early to appraise the ultimate effect; but in this issue of THE 
MortcaGE BANKER we are presenting a number of varied opinions as well as the views of representative 


The statement beginning on this page enumerates the problems mortgage lenders face. Following this are the 
expressions of opinions of several representative mortgage men, reflecting both the life insurance company and 


To round out the issue, President Hollyday invited Richard C. Cadwallader, chairman of the National 
Housing Committee of the American Legion and a member of the law firm of Cadwallader & Dameron, Baton 
Rouge, and T. B. King, director of the loan guaranty service of the Veterans Administration, to present their 
views to members of MBA. Their articles follow our symposium. 
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Some Members See Loss of Secondary Mar- 
ket as Severe Hardship; Others Differ 


ASED upon a sampling survey of 
mortgage the reaction 
to the loss of the secondary 
is considerably mixed but there seems 
little doubt that if the problem had 
been placed in the 
hands of the aver- 
age mortgage man 
for solution, there 
would still be a sec- 
ondary market. 
Typical of the 
viewpoint of many 
is that of GEoRGE 
H. DoveENMUEHLE, 
vice president of 


opinion, 
market 





G. H. Dovenmuehle 


Dovenmuehle, Inc. 
of Chicago, who said: 
“Nothing is so important in the 


mortgage business as the proper imple- 
mentation of the Veterans Home Loan 
Program and I subscribe wholeheartedly 
to all of the viewpoints contained in 
the statement in this issue. I don’t like 
to be pessimistic, but as a correspond- 
ent I have seen so much hesitation 
concerning investment in 501 loans by 
the larger institutions that I am afraid 
the mortgage industry will ‘give too 
little and too late.’ 

“We must strive to make this pro- 
gram succeed, but I am going to ad- 
vocate that we actively promote legis- 
lation which will bring about: 

|. A return of the RFC secondary 

market. 

2. A requirement that the FHA in- 

sure veterans loans up to 100 per 





the security of money held on deposit 
or paid in on life insurance policies. 

There is no responsibility for any 
lender to expose the funds at his dis- 
posal to undue risk, but there is an 
impelling responsibility for every lender 
to contribute his utmost, consistent with 
sound mortgage underwriting, to the 
success of this program. 

Every instance in which a loan is 
not made which could have been prop- 
erly and soundly made impairs the ef- 
fectiveness of the Veterans Home Loan 
Program. As such instances occur in 
increasing or decreasing frequency so 
will the country measure the contribu- 
mortgage lenders to 
the veterans housing 


tion of 
the 
problem. 

The Veterans Home Loan Program 
provides a way in which lenders can 
participate in the solution of the vet- 
erans housing problem. 

With the RFC gone we will now 
either fulfill our responsibilities or we 
will pay the price of failure to do so. 
That price will be the knowledge that 
veterans go unhoused as a result of our 
failure, and the probable enactment of 
a program that the veteran 
without the use of our facilities. There 
are several bills now pending in Con- 


private 
solution of 


houses 


gress to do just that. 


But we should not be concerned with 
the results of failure. We should find 
instead the path to success. That path 
has a different course for each of us; 
for the problems and the needs we face, 
our capacities and our limitations vary. 
Our responsibilities begin, however, on 
the broad premise that no veteran 
should fail to be housed because a loan 
which could properly and soundly have 
been made cannot find a lender. 

This does not mean that any lende1 
should make veterans loans carelessly 
or irresponsibly. 

It does not mean that underwriting 
standards, objectively developed, should 
be relaxed. 

It does not mean that any lender 
should assume a heavier proportion of 
a single type of investment than he 
regards as sound. 

It does not mean that any lender 
should invest the funds of his de- 
positors or policy holders in any invest- 
ment which he considers unsound. 

It does mean that we should consider 
how we can extend our operations to 
communities which are inadequately 
served. 

It does mean that we should not 
refuse to make loans which are sound 
and which are needed simply because 


The Mortgage Banker ¢ 


cent of the value and, in such 
event, that the Veterans Admin- 
istration pay for FHA insurance. 


3. Permission for the veteran to pay 
any price for a home that he 
wishes, provided the proper ap- 
praised value is shown to him 
and the loan does not exceed this 
appraised price. (This should 
help to eliminate fictitious ap- 
praisals. ) 


“I am still afraid that even with the 
best of intentions we will not otherwise 
do a satisfactory job—and I mean satis- 
factory to the veteran and to Con- 
gress.” 

The opinion of Irvinc G. Byork, 
vice president of Connecticut General 
Life Insurance Company, Hartford, 
represents a life insurance viewpoint: 

“I have the feeling that, on the 
whole, veterans in the larger cities and 
towns will be benefited rather than 
harmed as a result of the removal of 





they are more difficult to originate or 
to process. 

It does mean that we should avoid 
arbitrary underwriting rules which tend 
to exclude loans by type or classifica- 
tion. 

It does mean that lenders who are 
not actively participating in the pro- 
gram should review carefully their rea- 
sons for staying out and make certain 
that they are valid in terms of prevail- 
ing conditions and problems. 

It does mean that each and every 
one of us should approach a veterans 
loan in the spirit of finding a way to 
make it, if it can be soundly made at 
all, and not in the spirit of finding an 
excuse for declining it. 

The challenge we face has not been 
overstated. We are not being respon- 
sibly objective in facing a national 
problem nor intelligently subjective in 
support of our own self-interest if we 
fail to keep the implications of this 
challenge in sharp focus. Good in- 
tentions and pious pronouncements of 
policy will not fulfill our responsibili- 
ties. It will take the relentless deter- 
mination of each and every one of us 
to make this program work. 
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the secondary market. In the long 
run, loose lending does not help the 
veteran. If the removal results in a 
somewhat tighter underwriting of VA 
mortgages it will soon reflect itself in 
reduced sales prices and sounder pur- 
chases by veterans. 

“It may hurt a bit at first by keeping 
some veterans out of houses they want 
to buy, but if it prevents them from 
buying at too high a price or from en- 
tering into mortgage contracts which 
they cannot afford, the veterans and 
the country will benefit. 


“However, we should all be 
cerned about the smaller communities, 
distant from large metropolitan areas, 
where the volume of business is lirn- 
ited and the cost of doing business is, 
therefore, so high as to be prohibitive 
for large institutional The 
RFC filled a gap in such communities. 
It will be extremely difficult to find an 
effective substitute.” 


con- 


lenders. 


Another life insurance opinion is in 
a similar vein. It is that of Greorce S. 
Van Scuaick, vice president of the 
New York Life In- 
surance Company. 

‘*The comments 
in this edi- 
torial seem to me to 
be sound and for- 
ward looking. More 
and more attention 
must be paid to so- 
cial needs and social 
pri- 


: ’ 
issue § 





obligations by 


G. S. Van Schaick 


vate enterprise. 
“The plight of the veteran for hous- 
ing is one of which our country cannot 
be proud in spite of all the efforts 
made to improve it. The failure thus 
far to produce sufficient housing within 
the economic grasp of those needing it 
does not present a good picture. Much 
needs to be done and done quickly. 


“The Veterans’ Administration pro- 
gram which is one of the steps to pro- 
vide much-needed housing is good for 
the veteran only if it results in trans- 
actions which are fair and likely to 
succeed. There is no room anywhere 
for an unsound mortgage. A mortgage 
foredoomed to bad for 
mortgagor, mortgagee and guarantor in 


foreclosure is 
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varying degrees. It is always bad for 
the business of mortgage lending. 

“Very properly a responsibility has 
been placed on mortgage investors to 
help prevent improvidence by veterans 
and imposition on veterans. Such re- 
sponsibility is in a degree met by an 
investor in discriminating between 
sound and unsound mortgages. THE 
MortcaGe BANKER is right, I believe, 
in stressing the desirability of creating 
a market for all sound mortgages aris- 
ing under the Veterans’ Administration 
program.” 

J. R. Jones, vice president, Security- 
First National Bank of Los Angeles, 
expressed himself as follows: 


“I am particularly impressed at the 
approach of the statement to the new 
obligations that it places on the lender. 
I have always felt that these obliga- 
tions existed even when it was possible 
to sell the loans to RFC. 
of the power to sell these loans certainly 
can have the effect of making lenders 
more credit conscious in their analysis 
of the soundness of this loan and the 
ability of the veteran to make the pay- 
It will probably have 
the effect of many veteran loans being 


The removal 


ments required. 


made on a better basis than was pos- 
sible when lenders made them solely 
to dispose of them and be rid of the 
risk of future collections.” 

Mr. Dovenmuehle, Mr. Van Schaick, 
Mr. Jones and Mr. Bjork all read the 
statement beginning on page one. The 
opinions of several other members who 
did not review it prior to publication 
supplement these views: 

Brown L. Wuat ey, president of 
Stockton, Whatley, Davin & Company, 
Jacksonville, thinks Congress acted un- 
wisely in killing the secondary market. 
the ticket on the 
It was enthusiastically 


“Congress wrote 


G.I. loan plan. 


and overwhelming- 
ly voted. Housing 
has been held up 


as the number one 
war domestic 
problem by the 
Congress. Private 
business played ball 
even though under 
the conditions im- 
posed the handling 


post 





Brown L. Whatley 
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of G.I. loans was largely unprofitab!e 
to private lending institutions. In view 
of the liberal provisions necessarily 
provided in order to make the G.I. 
loan program work under current con- 
ditions, a secondary support for the 
G.I. loan market was an essential part 
of the plan. This was recognized by 
all and the RFC Mortgage Company 
afforded the only such support. Pri- 
vate lending institutions have strained 
their working capital to handle the G.I. 
loan business, unprofitable though it is, 
in order to finance an increased volume 
of veterans’ housing. 


“The process of handling such loans 
takes several months and it could be 
carried forward without hesitancy only 
with the assurance afforded by the 
RFC Mortgage Company’s authority 
to purchase the loans. For the Con- 
gress to suddenly decline to extend the 
authority for the secondary market for 
G.I. loans seems to me to be a breach 
of faith, not alone with private busi- 
ness which has gone along earnestly and 
wholeheartedly with the plan but also 
with the veteran who is now building 
or is actively planning to build. 


“If the market support for G.I. loans 
is not quickly restored the loss and 
damage will be far reaching. Con- 
fidence essential to teamwork between 
business and government will be shat- 
tered and much of the value of govern- 
mental assistance and support of our 
whole national economic program in 
the future will be destroyed.” 


But WaLtace W. True, vice presi- 
dent and mortgage officer of The Lin- 
coln Savings Bank of Brooklyn, sees 
the action as having litile effect on 
G.I. lending. 


“In this section 
of the country I am 
definitely of the 
opinion that this 
will have very little, 
if any, effect on the 
field of G.I. lend- 
ing. We have been 
buying already orig- 
inated G.I. loans 
from national and 
state banks and paying 
some premium for them. It is a little 


Wallace W. True 


commercial 
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too early to tell what the long range 
effect other than a possible 
reduction in the premiums now being 
There has 
premiums 
I think the 
par- 
some 


may be 


paid for this class of loan. 
been decline in the 
being offered. Personally, 
general market for these loans, 
ticularly where there has been 
cash payment by the G.I., will be a 
good firm market for the foreseeable 
future.” 


some 


Frep L. CHAPMAN, vice president 
of Thorpe Bros. Inc. of Minneapolis, 
fears that the government might pos- 
sibly go directly into the lending busi- 


ness. 


“Every primary G.I. lender must 
now proceed much more cautiously in 
making loans with 
little or no down- 
payment. When the 
RFC was author- 
ized to buy loans, 
a primary lender al- 
ways had the assur- 
ance that he could 
sell his loans to the 
RFC even though 
Fred L. there might be a 
change in the rules and the regulations 
and desires of the banks and the in- 
which the 
secondary G.I. 





Chapman 


companies were 


portion of the 


surance 
larger 
market. 


would make a com- 
mitment to a G.I. as soon as the 
had authorized the 

will only make a commitment 
where the G.I. is able to make at least 
a 15 per cent down payment. In any 
other case, we desire to place the loan 
on the secondary market before we will 
commit to him. The secondary mar- 
ket that is buying G.I. 100 per cent 
loans is very selective as to neighbor- 
consequently not only is there 


“Formerly we 
gov- 
ernment loan. 


Now we 


hood, 
delay in the final decision and the be- 
ginning of construction but a restric- 
tion on the volume of business that will 
all of which, of course, means 
a slowing up in the production of 
houses for veterans. 


be done, 


houses or more 


We have also found this true: that 


some of the smaller banks—and I 


presume there will be more of them 
have made about as many G.I. loans 
4 


in their home towns as their capitali- 
zation and good banking will permit. 
About the only secondary market these 
small town lenders had was the RFC. 
Consequently with the RFC no longer 
in the market, these small banks have 
very little opportunity of placing G.I. 
loans elsewhere and are, therefore, 
forced to quit lending in their own 
communities—another limiting restric- 
tion on home building. I am greatly 
afraid that if the RFC is not permitted 
to resume its functions of at least stand- 
ing behind the secondary G.I. market, 
that we will find the government going 
directly into making these G.I. loans.” 


Water GEenHRKE, president of the 
First Federal Savings and Loan Asso- 
ciation in Detroit, said: 

“Probably certain brokers and build- 
ers will not like the withdrawal but 
from a sound mortgage banking stand- 
point it should be a good thing. In 
ihe long run it should also be good for 
the veterans themselves. 


“Those of us who have been active 
in the G.I. program, and before that 
in the FHA, know that there has al- 
ways been a market for the really good 
and that desirable loans 
were ‘dumped’ on the RFC and 
FNMA. When loans are made by, 
or and for investing institutions, they 
are scrutinized more carefully and set 
up on a sound schedule for the good of 
all concerned, borrower as well as 


lender. 


loans, less 
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MORTGAGE MAN WANTED 

_ - man with experience in large commercial 
and artment house loans to solicit and process 
such loans for rogressive mortgage company in 
Philadelphia. Unlimited future and earnings for the 
right man. Salary and/or commission basis. Mail 
complete outline of education, age, experience and 
other qualifications to Box 138, Mortgage Bankers 
Association of America, 111 West Washington Street, 


Chicago 2 


NEED REPRESENTATION WEST? 
City loan manager of large life insurance com- 
pany in big Coast city will soon leave his present 
position to go into business for himself. Any life 
insurance companies seeking Coast representation 
may write Box 139, Mortgage Bankers Association of 
America, 111 West Washington street, Chicago 2. 


LOAN CLOSING OFFICER WANTED 
Prefer a man with experience in disbursing mort- 
gage loans and familiar with FHA regulations. Write 
in confidence to Box 140, Mortgage Bankers Asso- 
ciation of America, 111 West Washington Street, 


Chicago 2. 
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“Instruments such as FNMA, RFC 
and HOLC should only be used for 
an emergency when private institu- 
tional funds are not available. Such a 
condition does not exist at the present 
time.” 


Expressions of view of contemporary 
publications were mixed. Here are a 
few: 

The National Savings and Loan 
League, in its comments to members, 
did nothing more than report the ac- 
tion of Congress in eliminating the 
secondary market. The United States 
Savings and Loan League, in its Bulle- 
tin to members, declared that “only 
a very few of our institutions have 
found that they can afford to dispose 
of their G.I. loans under this plan. 


“The mortgage interests were op- 
posed to this elimination. . . . We have 
felt that the RFC purchase of G.I. 
home loans was pretty close to direct 
lending in the home loan field and 
that our institutions, which have fought 
so long and hard against government 
competition to private enterprise in 
home financing, should be perfectly 
willing to see this RFC power expire.” 

The National Association of Home 
Builders saw the action “as a severe 
blow to veterans’ housing. The produc- 
tion and sale of homes to veterans will 
be drastically reduced. It is clear 
that the action is indicative of the de- 
sire on the part of certain leaders of 
Congress to reduce the number of 100 
per cent G.I. loans—particularly those 
which are economically unsound. Al- 
though this is certainly a commend- 
able objective, it is obvious that the 
home loan provision of the G.I. Bill 
should be revised rather than suddenly 
knocking out one of the important fi- 
nancing props holding up the entire 
veterans’ housing program.” 


Finance Magazine observed that the 
conference committee “was shocked by 
testimony that the RFC was purchas- 
ing these loans without recourse which, 
in effect, allowed the original lending 
institutions to refinance a loan on a 
100 per cent basis with a governmental 
agency.” 
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A Cold-Facts Analysis of 501’s 


By FRANK WOLFF 


URING World War I, construction 

costs climbed steadily from 1914 
to 1920, the increase amounting to 90 
per cent according to Roy Wenzlick, 
who uses a standard 5-room brick 
veneer residence in St. Louis for his 
measurements. 

This standard house cost to construct 
$3,473 in 1914. In 1920 the same house 
cost $6,616. Following 1920 the cost 
dropped to $5,890 
in 1921; to $5,589 
in 1922, and then 
increased to $5,878 
in 1923, to $6,596 
in 1924, and to 
$6,555 in 1925. 
Following 1925, 
there was a declin- 
ing trend culminat- 
ing in 1932 when 
the cost figures were $4,248, the low 
for the subsequent era. 


On the basis of these figures for the 
first World War period, I have made 
some calculations as to what would have 
happened to various 501 G. I. loans 
with a 20-year amortization schedule, 
assuming that these loans had been 
made in 1920 at the peak of construc- 
tion costs—a peak that was not again 
reached until the third quarter of 1941. 

A look-back to the post World War 
I period may help in looking forward 
to the post World War II period. My 
calculations seem to indicate that an 
investor, making these assumed G. I. 
loans in 1920 at the peak would have 
had little opportunity to acquire the 
securing property in the event of a 
default. 


These calculations, which I think 
are extremely conservative, show that 
there will be little likelihood of any 
investors acquiring the securing prop- 
erty behind G. I. 501 loans made now 
provided such investor base his loan 
on a fair appraisal of today’s replace- 
ment value. 





Frank Wolff 


Let’s omit all of the emotional ap- 
peal that up to now has been tied in 
with the 501 loans. We can forget 
about it being the lender’s patriotic 
duty to supply the veteran with the 


funds with which to acquire a home. 
We may also forget about the threat of 
the government to make these loans 
direct to the veteran. We have had 
enough experience now under the 
amended act to begin to analyze these 
loans on their merit. Analyzed on the 
basis of cold facts and figures, it seems 
apparent that there is much intrinsic 


merit to these loans if they are in the 
first instance properly made. 


The loans cannot now be made and 
should never have been made on the 
basis of so-called “ceiling prices,” since 
such “ceiling prices” were, in general, 
meaningless as a reflection of the value 
of the property involved. Similarly, 
these loans should not now be made 
and should never have been made 
solely on the basis of an appraisal 
rendered for the VA by their desig- 
nated appraisers. The VA started out 

(Continued page 8) 

















The Following Tables Were Prepared on the Assumption That 
100% 20-Year G. I. Loans Were Made in 1920 at the 
Peak of Construction Costs Following World War I 

Total Cost 
adi Pegsecianed (a) _ (ec) ye 5 Depeciated 
Year Cost ss ‘ -_ -y P35 gate Exposure nat ened by Chaim a +25 
1920 $8,000 $8,000 $8,000 $4,000 
1922 6,760 6,354 7,456 3,728 $ 545 $4,273 67 
1925 7,928 6,739 6,554 3,277 825 4,102 61 
1930 6,136 4,295 4,788 2,394 921 3355 77 
1932 5,136 3,287 3,977 1,989 872 2,861 87 
1935 6,080 3,344 2,633 1,316 1,171 2,487 74 
1940 6600 2640 .... vant 
1920 9,000 9,000 9,000 5,000 
1922 7,605 7,149 8,388 4,660 613 5,273 74 
1925 8,919 7,581 7,373 4,096 929 5,025 66 
1930 6,903 4,832 5,387 2,993 1,036 4,029 83 
1932 5,778 3,698 4,475 2,486 982 3,458 94 
1935 6,840 3,762 2,962 1,646 1,318 2,964 79 
1940 7,425 2970 .... ee 
1920 10,000 10,000 10,000 6,000 
1922 8,450 7,943 9,320 5,592 681 (,273 79 
1925 9,910 8,424 8,193 4,916 1,032 5,948 71 
1930 7,670 5,369 5,986 3,592 1,150 4,742 88 
1932 6,420 4,109 4,972 2,983 1,090 4,073 99 
1935 7,600 4,180 3,291 1,975 1,464 3,439 82 
1940 8250 3300. .... sys 
1920 12,000 12,000 11,000(b) 7,000 
1922 10,140 9,532 10,252 6,524 818 7,342 77 
1925 11,892 10,108 9,012 5,735 1,238 6,973 69 
1930 9,204 6,443 6,584 4,190 1,380 5,570 8) 
1932 7,704 4,931 5,469 3,480 1,309 4,789 97 
1935 9,120 5,016 3,620 2,304 1,757 4,061 81 
1940 9,900 3,960 Hee 1s 
ae Ee ee the cost data for a 5-room brick veneer residence as published by 
(a) Excluding the usual principal reduction of $160 provided by the Veterans Administration 
interest contribution. 
{2} Tk eure, lastudes the following: 
(1) 8 months estimated taxes and insurance accumulation. 
(2) Reconditioning expense based on replacement cost new and figured at 1% per year of 
age of house. 
(3) Selling cost red at 5% of depreciated replacement cost. 
(4) Since the $160 principal reduction contributed by Veterans Administration as first year's 
interest is omitted in calculating unpaid balance, the interest accruing after default is also 
here omitted. 
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Private Investment Capital and the Second- 


ary Market for G.I. Home Loans 
By T. B. KING 


ARLY in the Fall of 1946, the open 

market that had previously existed 
for GI home loans practically vanished. 
Post-analysis of that development traces 
it to three primary influences: 
(1) A shortening of the sails of credit 
preparatory to riding out the re- 
cession then thought to be immi- 
nent, and supposedly heralded by 
the abrupt break in the security 
markets which then occurred; 
Observation of the general inability 
of the VA appraisal system then 
in effect to curtail excessive prices 
on the sale of homes to veterans, 
and; 
Failure of private secondary mar- 
ket investors to anticipate and to 
plan for inclusion in their port- 
folios of the unprecedented volume 
of such loans that were being proc- 
essed each month. 

With the continuance of economic 
prosperity, and the checks put on the 
VA appraisal system in January, 1947, 
the participation of the secondary in- 
vestor in the supplying of credit to the 
GI loan program has steadily expanded. 
The larger insurance and investing in- 
stitutions have in particular developed 
and expanded conduits through which 
many millions of dollars in such loans 
flow into their portfolios each week. 

The steadiness of the rate of private 
absorption of these loans is evidenced 
by the fact that up until the final flurry 
to market loans to RFC in anticipation 
of the June 30 cut-off, the RFC Mort- 
gage Company had purchased only 
about 50 million dollars of GI loans in 
of operation, only a 


nm 


we 


about 9 months 
little than 
aggregate dollar 
loans made since 
Program. 

Whether or not this trend toward ex- 
panding participation will serve meas- 
urably to bridge the gaps which opened 
in the wall of available credit with the 
elimination of the RFC market is de- 
pendent largely on the geographic ori- 
entation followed by investors in their 
mortgage purchase programs. 

It is my belief that insurance compa- 
nies and other investment groups with 


one per cent of the 
volume of GI home 
the inception of the 


more 
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substantial capital resources can go far 
toward providing an adequate second- 
ary market for GI home loans if they 
will expand and extend their investment 
activity in the less populous sections of 
the Nation. These institutional 
groups are already investing millions of 
dollars in GI home loans either by orig- 
inating the loans themselves through 
local offices or agencies or by purchase 
from correspondents. Generally speak- 
ing, throughout those areas adjacent to 
the metropolitan centers, there is a sat- 
isfactory participation of investment 
capital in providing a market outlet for 
those local lending institutions who wish 
to sell GI home loans. If this type of 
investment activity were taking place 
in all sections of the country, especially 
those sections distant from the large 
urban capital centers, the problem of 
affording a secondary market for GI 
loans would largely evaporate. 

This concentration of the need for a 
secondary market for GI home loans in 
ihe semi-rural and more sparsely indus- 
trialized areas of the nation results from 
the fact that local lending institutions 
tend to have relatively limited resources 
for investment in long-term real estate 
loans, or are accustomed to employ 
such resources as they have at yields far 
above those considered attractive by 
capital in the urban industrial areas. 
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Community lending institutions in 
the non-metropolitan areas find it diffi- 
cult to extend sufficient credit to vet- 
eran home buyers without putting a 
strain on their reserves. They are the 
groups with a real need for a secondary 
market which institutional investors 
such as insurance companies have the 
financial resources to provide. Outside 
capital to augment the deficient capital 
supply is the answer to the problem. 
Outside capital in the form of second- 
ary market outlets would encourage the 
smaller lenders to supply needed credit 
to the veteran by providing a means 
for converting GI loans to cash when 
their credit exhaustion point is ap- 
proached, or when they require addi- 


tional cash to meet fluctuating de- 
mands for agricultural or business 
credit. 


The Mortgage Banker ¢ 


The tendency toward a scarcity of 
capital resources in some of the less in- 
dustrialized areas is borne out by the 
record of GI home mortgage purchases 
made by the RFC Mortgage Company 
prior to June 30, 1947. At the end of 
May, 1947, four of the five RFC offices 
which had bought the largest dollar vol- 
ume of GI home loans from private 
lenders were Jacksonville, Atlanta, 
Houston and Oklahoma City. In con- 
trast, the volume of purchase in the 
larger “rban areas such as New York, 
Detroit and Chicago lagged behind, in- 
dicating a plentitude of private invest- 
ment capital in these centers. 

It is significant to point out that 
some of the less urbanized sections of 
the country are experiencing a more 
rapid economic development than the 
older, more settled areas. The South 
is an example of this trend. Accord- 
ing to a recent report of the Bureau 
of Labor Statistics industrialization in 
the South has proceeded at a faster 
rate than the national average. In 
1880 the South had less than 8 per 
cent of the total U. S. manufacturing 
population; by 1939 it had 17 per cent. 
The report also shows that the poten- 
tial rate of labor force growth in the 
South is the nation’s greatest. Expan- 
sion in other areas of the U. S. which 
have been generally regarded as pre- 
dominantly rural and sparsely popu- 
lated has also been rapid. It seems 
probable in these areas with a bright- 
ening economic future that mortgage 
investment possibilities will develop 
with increasing tempo. The GI loan 
is a forerunner of those possibilities. 


The problem of providing adequate 
investment capital for GI home mort- 
gages could well be solved if large in- 
surance companies and other invest- 
ment pools can expand their mortgage 
origination and purchase programs into 
these areas, and if smaller insurance 
companies and other investors already 
located on the scene will step up their 
investment activity in their home terri- 
tory. 

There are a number of factors in 
the present situation which suggest that 
an extension of investment activity into 
regions where there is a lack of ade- 
quate investment capital would work 
to the benefit not only of veterans, but 
also of the institutional investors them- 
selves. Discussion of these factors in 
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some detail may serve to good purpose. 

It is widely known that insurance 
companies and other large investors are 
currently faced with a very real prob- 
lem of finding attractive investment 
outlets for the excess funds now avail- 
able to them through greatly expanded 
asset holdings. For example, a recent 
article in the Harvard Business Review 
on the subject of life insurance invest- 
ment outlets estimates that life insurance 
companies are now struggling to invest 
profitably an accumulation of $3.5 bil- 
lions of new assets each year. The ar- 
ticle further estimates that about $700 
million of this annual increment may 
not find a productive investment outlet. 

It is to be hoped and expected that 
GI home loans will absorb a substantial 
amount of these excess funds. During 
the next twelve months there is every 
expectation that the number of guaran- 
teed or insured home loans will exceed 
550,000 with a total principal amount 
of well over $3 billions. GI home loan 
approvals during June exceeded 51,000 
bringing the cumulative total to almost 
790,000 home loans with a principal 
amount of over $4.5 billions. 

Before discussing the attractive fea- 
tures of GI home loans as an invest- 
ment outlet, it should be emphasized 
that the interest of the VA in broaden- 
ing the secondary market is not moti- 
vated by a desire to expand the current 
volume of GI home loans to higher 
levels. Rather our interest is to assure 
a steady flow of needed capital into the 
program, particularly with reference to 
those parts of the country where such 
a flow is lacking. 

GI home loans offer a number of 
attractions which recommend them as 
additions to investment portfolios. 

Recent changes in VA’s appraisal 
policies have enhanced the soundness 
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of GI loans as investments. Early in 
1947 the VA system of appraising rea- 
sonable value for GI home loans was 
tightened up. Whereas previously lend- 
ers were empowered to select any one 
appraiser from a_ designated panel 
within the locality, under the revised 
system the VA itself designates an in- 
dividual appraiser for each property 
and appoints a selected group of ap- 
praisers to act in each case where 5 or 
more similar houses may be involved. 
This increased VA supervision over the 
appraisal procedure has been generally 
welcomed and observed to afford addi- 
tional protection for veteran borrowers, 
lenders, investor purchasers of GI home 
loans, and the Government alike. 


Also important is the fact that GI 
home loans offer an attractive yield to 
institutional investors. As a general 
rule, the yield to institutions which 
purchase GI home loans for invest- 
ment is higher than alternative invest- 
ments, such as government or corporate 
bond issues. This is true even if they 
are purchased at a moderate premium. 


The investor-appeal of these loans 
has been augmented by the excellent 
record veterans have made in repay- 
ing their GI loans. Of 790,000 home 
loans approved through June 25, 1947 
less than 5,000 have been reported in 
default, while more than 12,000 have 
been paid in full. This represents a 
default ratio of only .6 per cent or 
barely over one-half of 1 per cent. 


Moreover, about 1,800 of these re- 
ported defaults have already been 
cured. 


Emphasis should also be placed upon 
the protective character of the VA 
guaranty which greatly reduces the ele- 
ment of investment risk in GI loans. 
Under the guaranty the values of resi- 
dential real estate which represents the 
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security for GI home loans would have 
to plummet drastically before the in- 
vestor would face possible loss on his 
investment in the event of default. As 
an example, take the case of a $10,000 
amortized home loan running for 20 
years which is guaranteed for the maxi- 
mum of $4,000. The market value of 
the home which is the underlying se- 
curity for the loan would have to de- 
cline to a point 42% below the amount 
of the loan at the end of the first year 
of the loan before the investor would 
face a prospective principal loss in case 
of default. At the end of the sixth year 
of the loan, the marketable value of 
the property securing the loan would 
need to sink to 53% below the amount 
of the original loan before the investor 
would face possible principal loss. It is 
difficult to see how, within the fore- 
seeable future, such a drastic decline in 
real estate values could occur unless 
our economy experiences a depression 
of tragic magnitude. And in that event, 
it is quite probable that other presum- 
ably gilt-edged investments would be 
on an even more precarious footing. 

The fact that the claim is paid in 
cash and not in the form of bonds or 
debentures with varying maturities 
should also appeal to the investor in 
GI home loans. 

Taking all of the factors into con- 
sideration, it may be expected that the 
larger insurance companies and other 
investment pools will concern them- 
selves with a reexamination of the 
geographic locations in which they in- 
vest in urban home mortgages with a 
view toward possibly expanding their 
GI home mortgage purchase program in 
previously neglected regions and less- 
populated areas. Similarly, smaller in- 
surance companies and other investors 
already located in these areas should 
consider including a more sizeable block 
of GI home loans in their portfolios 
for the present year and for 1948. If 
this can be done, the problem facing 
lenders with inadequate secondary 
market facilities for GI home loans will 
be greatly minimized. Such a develop- 
ment, moreover, by giving evidence of 
the ability of private investors to fur- 
nish the necessary flow of capital into 
the GI loan program, would indicate 
the answer as to whether or not there 
is need for a government-provided sec- 
ondary market by the time Congress 
returns in January, 1948. 








Can Free Enterprise Solve the Veterans’ Housing Problem? 


HE Twenty-Eighth National Con- 
vention of The American Legion 

at San Francisco appointed a com- 
mittee of seven veterans of World War 
II to study the housing problems of 
veterans and make a report and recom- 
mendations. This initial report was 
made in November, 1946 and a subse- 
quent report and recommendations 
were made in May, 1947. Both have 
been approved by the National Execu- 
tive Committee of The American Le- 
gion and represent the National policy 
and program of The American Legion. 

Boiled down, The American Legion 
position rests upon the theory that the 
housing industry of the United States 
should not be directed and controlled 
by a huge federal bureaucracy operat- 
ing from Washington. 

It is based upon the further premise 
that it is not the responsibility of the 
federal government to provide housing 
accommodations for each of its citizens. 

The National 


American Legion 


Housing Committee has placed its faith 


in the ability of the American free 
enterprise system to meet and satisfac- 
torily solve the veterans’ desperate need 
for adequate housing at a price he can 
afford and with reasonable quality. 

The American Legion is an organi- 
zation that believes in the history, tradi- 
tion and ideals of our American way 
of life. It feels that superior wages, 
standard of living, health, educational 
and recreational! facilities and the free- 
doms we enjoy have demonstrated the 
preeminence of our pattern of eco- 
nomic, social and political organization 
over any other proven technique. 

The National Housing Committee of 
The American Legion well recognizes 
that it is impossible to socialize or com- 
munize one important segment of our 
economy without it infecting the whole 
system. 

The proponents of a centralized and 
controlled economy have picked out 
housing as being the most likely field 
in which to succeed. If they can win 
their point here then they stand an 
excellent chance of immediate success 
with their overall objectives. 


[ am saying these things because I 


By RICHARD C. CADWALLADER 


want to bring home to the executives 
and directors of life insurance com- 
panies, banks, building and loan asso- 
ciations, mortgage bankers, manufac- 
turers, building supply dealers, labor 
leaders, labor union members, con- 
tractors and subcontractors, lawyers, 
engineers, architects, surveyors, realtors 
and all others affected by or part of 
the housing industry of this country 
that they are on trial for their eco- 
nomic lives. 


Every person should understand the 
issues clearly and ascertain the stakes. 

The only way that free enterprise 
can win this fight is to first: build 
enough homes, second: as fast as pos- 
sible, third: of good quality and design, 
fourth: at fair and reasonable profits 
without gouging or undue profit taking. 


There are a great many people in 
this country, among them prominent 
political leaders, who do not feel that 
private enterprise will even make an 
effort to meet this challenge. 

Unfortunately, there are far too 
many indications that they are right. 
The failure of many life insurance com- 
panies to invest or to even consider 
selective investments in Veterans’ Ad- 
ministration second mortgage paper is 
a case in point. With the expiration 
of the RFC power to purchase such 
paper the bottom seems to have fallen 
out of the market in many areas. An- 
other example is the caveat emptor at- 
titude of many builders and sticking a 
veteran with an inferior house at ex- 
orbitant prices. 

I realize of course that these may 
be isolated instances but they cause me 
the gravest concern. 

The spokesmen for all branches of 
the housing industry without exception 
assured the National Housing Com- 
mittee of The American Legion, vet- 
erans generally, Congress, and _ the 
American public that if federal con- 
trols could be brought to an end that 
the housing industry would then pro- 
duce the desired results. 

Today the federal controls on the 
housing industry are virtually at an 
end. The country is waiting and 
watching to see whether the represen- 
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tatives of the housing industry were 
speaking sincerely or merely giving lip 
service to a pledge. 

I want to take this occasion to warn 
the housing industry and each of its 
constituent parts that they will fail at 
their peril. The people of this country, 
veterans and non-veterans alike are 
hungry for adequate housing and they 
are going to get it by one means or 
another. 

If private industry operating under 
a free enterprise system fails to satisfy 
the need, you can rest assured that 
eager and scheming political leadership 
will see to it that the federal govern- 
ment is given the money and responsi- 
bility to provide the public housing 
required. 

My plea to the housing industry and 
for that matter to all believers in the 
free enterprise system in the United 
States is to be aggressive and affirma- 
tive. Don’t be passive. Organize to- 
gether to meet this need. Don’t let 
selfishness and greed for too much 
profit kill the system that feeds you. 
Remember, talk will not count. Only 
results matter. 


COLD FACTS ANALYSIS 

(Continued from page 5) 
as a new organization without any 
clear concept of what “reasonable 
value” might be; without a centralized 
and controlling appraisal staff; and 
with inexeperienced local appraisers. 
They have made fine progress since 
they started in improving their ap- 
praisal technique, but it is even yet in 
process of evolution, and the appraisals 
rendered by their independent apprais- 
ers furnish insufficient data on which a 
lender would be justified in basing a 
loan. 

These loans should be handled by 
lending institutions exactly as they 
handle their conventional uninsured 
loans. This means of course that they 
should analyze each loan separately on 
the basis of the borrower’s personality 
and prospects, and on the basis of their 
own appraisal of the property. If and 
when so handled much of the confused 
thinking about 501 loans will disappear. 
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